I Introduction
The division of taxation powers and expenditure responsibilities between the Centre and States listed in seventh schedule of the constitution, differences in resource endowment and cost disadvantage of public provisioning across states are the structural reasons cited for the fiscal imbalances 1 in India. However, to 
it).
We are grateful to Keshab Das and Hrushikesh Mallick for their useful comments on the revised version of this paper. However, the authors alone are responsible for any errors remaining. 1 The vertical imbalance occurs to some extent due to asymmetric assignment of taxation and responsibilities between the Centre and States. The highly income elastic progressive taxation has been assigned to central government while the minor levies like sales tax, taxes on vehicles, taxes
